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We h a v e  cons ide r~ l ?d  your. a p p l i c a t i o n  'for u - e c ~ g n F . t i o n  , o f  ~> :e inp t i . an  
undet-. s e c ' t i o r r  5C)l( c  ) i ';7 ;I o'l: the I n t e v ' n a l  R~venue  C:ude. 

7-i7e e\;xc!curce pre!?cn?ted t i i s c%c t sed  t h a t .  yau were i n v r p n r a t e d  on 
* * * * * *  **  * * * * *   au a ****** * * * * * * * *   n n n p r o f i t  c o r p a r a t i n n .  

'The p u r p o s e s  f o r  wtilcti t h e  organization was f o r m e d ,  according 'ta 
the f \ r t i c l e s  0.1: Agreement f  a r e  as  f ol. . lorrs:  

'Ta e n c a u l c a g e  members to e?:t ' ) ibit? p r e s e r v e  ant3 enjay ai.rturncsbiles 
and  t r u c k s  o f  t he  19Ei(IJs era. The c l u b  s h a l l  p r o m o t e  an  
e n v i r o n m e n t  t h a t  3.5 f am i l y  o r i e n t e d  artd provlcle s u c i a l  n l e e t i n q s  
and c o m p e t i . t i v e  events f o r  tnembers and t h e i r  v e h i c l e s  w i t h  p a r t  
af the p r a e e e c l s  of these e v e n t s  beiny? r e . t u r n e d  'cej .the s u p p n r t i n g  
c a m r n u u ~ i t i e s  v i a  c h a r i t a b l e  clcrnations. 

The a c t i v i t i e s  o f  , t h e  a r g a n i . z a t l . o n ,  a s  s.\:at..ed i n  the a p p l i c a t i o n  
1024 arid i.n r e s p 0 r : s e s  t a  oc.tt- I.etters; t -eqcres t iny adcJi.tii-sna1 
in forma. t i .on  d a t e d  * * * * **  *******  a n d  *******  **  **** are  'to meet 
e v e r y  o t h e r '  S a t u r d a y  n i g h t  from May t c r  Sep te rnker  for  a c r u i s e  
nigt't'k. Membersl non-mernbers, and  t h e  pub1 i c  can at tc tnd . 
Iri ****,** * *   " s ~ ~ m m r r  meets"  were open  t o  non-members. A f l y e r  
f o r  these "meets" a d v e r t i s e c i  "Ft-ee r i b b o n s - f i r s t  c a r s "  ? " c a r  
t v - a o p e r s "  , a n d  "B** *** S p e c t a t o r  Dctnat.ian". 

Non-member v e h i c l e s  we re  charged a $***  a d m i s s i a n  fee. The 
a c t i v i  t ie r ,  a-f the "meets" cur'if;i.s.ked a-f' an a n t i c l t ~ e  ar.tto show,  
f i f ' t i e s  era m~!:sic, a t r o p h y  presen tatic3r-1, and  a t-ol l i n g  cruise 
to a local ~ c @ a n s i d E !  amcrsement pa rk  w h e r e  t1-1~ vehi.cles m r - e  
d i s p l a y e d  i n  a p r e d e s i g n a t e d  area. 

%In c r u i s e  n i g h t s  the n r c p n l z a t i c s n  g a t h e r . 5  a t  a  mall.'^; p a r k i r ~ y  
l o t  w h i c h  .is donated 'to t h e  clt.rb a t  na c u s t .  -it-ae orgar-t~.zati .nn 
se1l.s 'I'--5hi.t-.t.s t o  a d v e r t i s e  t h e  c l u t ? ' s  name and t.he name sf t h e  
mall. The c o a t  and p r o c e e d s  from T - s h i r t  s a l e s  are c,hared by 
t h e  c:lub and t h e  owners of' t h e  Plal l .  



I n  *****, t h e  o r a a n l z a t l o n  r e c e l v e d  noniclenlbeu- lncorne to'kal i r ~ ~  
$*** wl-~ich is **% o r  ~;uu:- grass lficovne $*******  I n  ****** i9 t h e  
u r g a n i z a t i o n  r e t z e lved  rior-~rncmbet- l ncoms  t o t a l i n g  $******  w h i c h  i.5 
** i: o f  y o u r  c j r u s s  1nrl:ome 8*******  

In  a s ta t cmcn t  c o n c e r n l n q  income S u r  *****  and * * * * * *  *** * * * * * *  
*** * * * * * * * ,  cl~tt:, r t -eascrr~ir -  m i d  I' to t h e  b e s t  a f  my k n o b r l e d g ~ ~  
ncjn member p a r t ~ c i p a t i o n  bar- r e m t ~ l n e d  t a s i c a l  l y  t h e  same r ; lnce 
t h e  c l u b ' s  i n c c p t x o n  and h a s  a c c o ~ r n t e d  f o r  appt-cr>:irnatel:/ * * ) % . -  
** % a? t h e  q r o 5 s  i ncome" .  

S e c t i o n  SOl( c )  ( 7 )  o f  t.t-I Cucle p r o v i d e s  e:.:ernp'lzicrri t r s  c l u b s  
o r g a n ~ z e d  f 01- p l e a s ~ ~ r - e ,  i-eer-sa'ticsn, and other- nonpr-o-F i t a h l e  
purpases,  s u b s ' t a n t i a l  dy a l l  OF t h e  ~ 7 l c t x v i . t i e s  af w h i c h  ar-e far '  
such p u r p o s e s  anrl r>u p a r t  0 . F  "i-IP net e ~ l r n i . n q 5  of w h i c h  i n u r e s  ta 
the hene f i ' t :  cf any p r i v a t e  f;har-eholdet-. I n  g e n e r a l ,  'this 
e x e m p t i o n  e ; . : t ends  to s o c i a l  and  r e c r e a t i o n  c:lubs bihich a re  
s~ rppo t -  ted solely  by membet-ship -fees, dues ,  a n d  assessments. 
However ,  a club a'thevwise en' i i t l ; ,ci  tr? e:.:cmptrori wil. l 17at be  
cl i s q u a l  if i e d  becausc it ra izes  revenue f t-om members  t h r ac .qh  tl-te 
u s e  o f  c l u b  f a c i l i t i e s  o r  i r ~  c o n n e c t i a n  with c l u b  act iv i t i .err . , ,  

F u b l i c  Law CI'4-568 clner>decl IRC: 501. to ref1 r . c t  a tr.iofold c h a n g e  
under IRC SOI(C)(~). F'S.rst, i t  r i~akes  it c l e a r  tl-\at. a s o c i a l  
~11.1b may r e c e l v e  same x n v e s t m e n t  .incurne wi t h a u t  l a s i n g  i. ts 
e x e m p t  s tat i .~s.  Secclnd, i:t pet-rn1.t~ a higher- level u-f incarne S r n m  
nortmember use u.f c l u b  f a c i  l i ties thar? war; p r ' e v - o u s l ) ~  a1 l ~ w e d  . 
I n  a d d i t i o n ,  Pub1.i.c Law 94-568 d e f i n e s  g r o s s  rece.i .ptrs a s  tl-~orie 
r e c s i p t s  fit-am normal. and ucji..tal a c t i . v i t i u s  a-l' a c:ti\b j.r~c:l.uriing 
chat-yes, ad~issions, membursh ip  fees, dues, a s s e s s m e n t s ,  
i . n v c s t n e n %  Lncome, and nnrmal r e c u r r i n g  c a p l C a l  g a l n s  an 
i n v e s t m e n t s ,  bu"le,:clr.tding i n i t i a t i o n  f e e s  a n d  c a p i t a l  
corr t r i b u t i o n s .  Pub1 i c  Law 94.-568 also  sta tes . t h a t  i,t is. 
i n t e n d e d  t h a t  s o c i a l  c l u b s  s h o u l d  be p e r m i k t e d  t o  r e c e i v e  u p  to 
35  percent o f  t h e i r  grcjr,s rc.c:eipts.* inc: l ,~tdi i - ig  invest ,fne~?'k i n c o m e ,  
x 
I rsrr, sucircres ocraaj.de o-I' t h c i t -  mer r~bersh ip  w i t h o u t  l .osir?~ t h e i t -  
e x e m p t  ~=,tat~.ts. W i t h i n  t h i s  55 p e r c e n t  arnours t, not mare t h a n  1.9 
percenl: o f  the g r u s ~ i  r r . ce ip .ks  s h o u l d  be  d e r i v e d  from .tho use o'F 
t h e  s o c i a l  cli.tb's fac i l i . t l c t . r ;  o r  ser-\.l~ces by the g e n e r a l  p u b l i c .  
Th~t r j  a social c11:h irray r e c e i v e  inves'ktrren't irlcnnie r.lp t o  t l s c  7 ' ~ \13  
9 5  ptl?rcen.l: amoccr~t o f  qf'uss r e c e i p t s .  I f  a c l ~ t L ?  r e c e i v e s  unusua : l  
arnoc-rnts o f  xncame, st!.c:h a5 f ro f l~  tI7e S A ~ U  of  it5 c ~ L . ~ $ ~ G u s ~  O r  

similar-  f a c i l i t y ,  t h a t  incorrle is n ~ t  t o  be i n c l ~ t d e d  i.n the 3 5  
percent f o r m u l a ;  t h a t  is, nnurjual  lncclrne i r i  rint .i:n b e  j.ricll-tded 
I n  t t te grnss r e c e 1 p . t ~  o'f t h e  c l u b .  

Sect ior i  1.501i c 1 ( 7 ) - - l (  b )  a-f the :Lncome 'lax Regulations s ta te5  A 
c l u b  w h i c h  e n g a g e d  i n  b u s i n e s s ,  such as  making  i t s  s o c i a l  and 
r - e c ~ ~ c a t i o n a l  f aci 1. i  t ies ava i .  l a b l e  tn t h e  g e n e r a l  pub1 ic c3r b y  
sel l i n g  real estate, t i fnheu , or- utt.ter- p r a d u c  ts, 1s no.[-. organized 
and o p e r a t e d  exclusively f o r  p l e a s u r e ,  recreation, and a t h e r  
nor lp rnf  i t a b l e  purposes, arid is n o t  e:.:ernpt u n d e r  sectifxi 501 { a l  . 



S o l i c l t a t i c ~ n  by ad./et-t i .sen!ent.  or- i ) t h e t - w 1 ~ e  -far- pcti3J.1~ p a t r o n a g e  
o f  its f a c i l i t i e s  15 p r i m a  iatle evidence t h a t  t h e  c l u b  i s  
enpagi.r tg i n  b u s i n e s s  and 1s n o t  being 12pet-aked ~ : ~ : c l l - \ s i v e l y  Tot- 
p l e a s ~ t r - e ?  r e c r e a ' L ~ o r t .  OT S C ~ C L ~ : ~  p i t r ~ o ~ e s .  tloi+~ever, a n  
~ n c i d ~ t r t t a l  s a l e  ~ j :  ~)t'opet-.L.;f ~ i i l  no t  d e p r i v e  a c l ~ t h  of its 
exempt ron  . 
I n  F3eveni~e Fic\ling &(3--.324, 136(:)-2 C.B. 173, ~t clcrkl w3.s der13ec.i 
e x e m p t i o n  a s  a sacial c l ~ t b  b r c a ~ ~ s e  i t 5  dining t-oom a n d  ball.roam 
f a c i l i t i e s  were li": e.f.fect avai:l .ahl.e .kt2 t h e  ger'rcrai p u b l i c .  

Hevcntte ~ c t l ' i n g  65-63? 19b5-1 C.B. 24.0 heid tl-tat a nonpt-of i t  
a r a a n i . z a l r ~ o n  wh ich  c o n d u c t e d  s p a r , t s  cat- e\.len"i f u r  %her- p l e s s c r r e  
and t - e c r e a i i o n  of i.ts memtirrs? p e r m i t t e d  t h e  g e n e r a l  p ~ t b l i i  tu 
a t t e n d  such even ts  f a r  a fee  uri a r e c u r r i n g  basis a n d  su l ic i . i r ec l  
p a t r a n a g e  by a d v e t - t i s i n g  d i d  n r ~ t q u u l .  i - F y  f a r  e: . :emptlun.  

I n  Revenue R u l i n g  59-21'3? 1965'-X C.E.  153, i t  w a s  heicl  tha t  a 
sac i .a l  c l . ub  t h a t  t - e g u l a r l y  a l l a w e d  t he  u e n e r a l  p u b l a c  t o  1.1s~ i ts  
g o l f  c o u r s e  d i d  not q u a l i f y  f o r  exemption. 

Frcrm the - f i n a r i c i a l  i n f o r m a t i o n  you  p r o v i d e d ,  y o u r  n~nrnerclber 
income amounted  t o  **** pet-c.en't i n  ****  and ** [:jer-ceht i n  ****. 
"l 'hese  a m o u n t s  are i n  r>:cess o?: ti-te **% noilnicmber pc!bl.-c u s e  of 
t h e  Saci 1 i ties or s e r v i c e s  p e r m i t t e d  by Pc!bl i c  L a w  94-568. 

L i k e  t h e  o r g a n i z a t i o n s  I n  t h e  revencre  r-crl s n g s  c i t e d  above, your' 
a c t i v ~ . t i c s  and p r o g r a m s  arc.? a v a i . l a b i e  t o  t h e  pub3. i c .  F u r t h e r !  
by a d v e r t i s i n g  f o r  p u b l i c  p a t r ~ n a g e ,  ~ C , U  h a v e  submitted prirna 
f a c i e  evidence i n d i c a t . e d  irc sec t i on  501 ( c )  ( '7 1-11 b)  of . the  
R e g u l a t i e n s  t h a t  ynct at-e erigag J n g  xrs b u s i n e s s .  w i t h  t h e  pub]. i c .  

A c c o r d i n g l y ,  we c o n c l u d e  ycscr are n o t  o p e r a t e d  e :~ t c l l . t s i ve ly  fair. 
the p u r p o s e s  d e s c r i b e d  i n  sjecti.csn 5U:L ( c )  ( 7 )  clf the c a d r .  
C o n s e q u e n t l y  , yo1.1 d a  n u t  y u a l  i f ' y  tar* e:.:e.mp.tion -I- ram Fede ra l  
i ncome  tax  u n d e r  s e c t i o n  501 ( c  j ( 7 )  o f  t h e  Code. 

We have  a l so  d e t e r m i n e d  t t - iat yoct f a i l .  t u  q r . ~ a l i f : y  for ~ : c e , n p t  
5 t a t u . j  under- a n y  o t h e r  sctbsectl.un 0 '5  I R C  501 I c )  . 
Ycit.! arc-? r e q c t i r e d  'i:= 'file a t a x a b l e  rehldrrr Forrn 11.20 o r  1041 w i t h  
t h e  Q i s - k r - i c t  Irirei:, !:.or of I n t e r n a l  Revt?n:.se Set-v ice.  Please send 
t h e  relzctrn t a  t h e  I n t e r n a l  Hevenue S ~ : r v ~ c e ,  P.O. Eo:c l.bi30, 
G e n e r a l  F'o~j't U f  $ i c e ,  Broalz%yn, lily 1.1202. 

I f  y o u  da n o t  a g r e e  w i t h  " c l i s  d e t e r n l i n a t i o n ,  ) fat \  may t-equt.s.t a 
Ganfere i - rc r  r-rith .the h 'egicmal  I)it-~ctzZzor- o-F A p p e a l 5  by pro. tes 'kxng 
i n  a c c a r c l a r ~ r e  r . r i  t h  the e n c l o s e d  i n s t r c r c t i o n s i  ; q i t h i n  3(:1 days.  

F~c l t e s . t s  s u b r n i t t t e  wh ich  do  n u t  c o n t a i n  a l l  't1-i~ dac~ r r s l en t a t i on  
s t a t e d  i n  t h e  ~ i i z i t r u c t i o n s  wil l be re tu t r r~ed  iou' c o m p l e t i o n .  



I f  we d o  n o t  h e a r  -from YOU w i t h i n  t h a t  time? t h i s  d e t e t - m i n a t i o n  
w i l l  become f i n a l .  

* * * * * * * *  ******


